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RSBSTRACT 


During fiscal year 1983 the Marine Corps implemented 
Phase II of the Nonccnsumabie Items Program. The intent of 
the program is tc¢ provide a single wholesale manager for 
depot level repairable components and a single wholesale 
stock for all users. Although general financial guidance 
such as reimbursement and credit criteria have been provided 
in Department of Defense instructions, specific methods of 
Peageting and financial accounting area at the discretion of 
the individual services. This thesis describes the method 
currently employed within the Marine Corps at Marine Corps 
Logistics Base, Albany ,G2orgia. Alternative methods are 
discussed including major advantages and disadvantages of 
each. The thesis cencludes with recommended changes for 
budgeting and financial acconating methods for the 
Nonconsumable Items Program. The conclusion is that ste 
funding cf the Necnconsumable Items Program would provide 
Beep lity, Simtlicity and is achievable within the current 
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I. INTRODUCTION 


ate EURPOSE 


During fiscal year 1983 phase II of the Nonconsumable 
Items Program was lmplemented within the Department of 
Defense. The intent of the program is to vrovid= a single 
wholesale manager for depot level repairable components and 
a Single wholesale stock for all users. 

Within the Marine Corps, the Inventory Control Point, 
Marine Corps Logistics Base, Albany, Georgia has been desig- 
nated as the program manager for the Nonconsumable It2ms 
Program. As Suck Marine Corps Logistics Basé, Albany is 
responsible not cnly for inventory accountability but also 
the budget and funancial accountability of the progran. 

General financial guidance such as reimbursement and 
credit criteria kave been provided within the Department of 
Defense instructions. Specific methods for budgeting and 
financial accounting are the responsibility of the indivi- 
duai services, Marine Corps financial management of the 
Nonconsuaable Items Frogram currently involves the use of 
two appropriations which may or may rot best serve the 
Management needs of Marine Corps Logistics Base, Albany to 
support the program. This thesis will review existing 
procedures used for budgeting and financial accounting of 
the NonconsumableItems Program and present alternative 
methods, with advantages and disadvantages, that may be 


employed by Marire Corps Logistics Base, Albany. 








Be NONCONSUMABLE ITEMS DESCRIPTION 


Nonconsumable items may be segregated into principle end 
items and end item components that are repairable. 
Principle end items are major items of equipment such as 
vehicles, tanks, or artillery pieces. The repairable end 
item components ere frequently referred to as depot level 
repairables since they are usually returned *o a depot 
maintenance facility for repair. These items may be 
repaired by use cf civilian contract sevices as well. 
Throughout this paper the terms nonconsumable items and 
depot level repairables are used interchangeably. Since the 
Neonconsumable Items Frogram is concerned with repairable end 


item components and not end items. 


C. RESEARCH MET EOQDOLOGY 


The research methcd for this thesis consisted of discus- 
Sions with managers associated with the program, and review 
of documents alné instructions primarily within the 
Department of Defense. The intent and purpose of appropria- 
mien and their limitations is a central focus to the teview 
of existing procedures. During the ztesearch phase inter- 
views were conducted with individuals at Marine Corps 
Logistics Base, Albany. Applicable instructions concerning 
the Nonconsumable Items Program were reviewed, and 
Department of the Navy financial management instructions 
were researched. Finanally, a literature search concerning 


control systems was conducted. 


De. THESIS ORGANIZATION 


Chapter II provides a description of the Noncorsumable 
Items Program. Included is the background and intent of the 
program for both wholesale and retail activities. Also, the 





chapter reviews the financial management procedures appro- 
priations affected, budgeting requirements and the flow of 
funds into and owt of the program. Chapter III describes 
how the program is currently established at Marine Corps 
Logistics Base, Albany. This includes both the wholesale 
and retail functions that are performed by Marine Corps 
Logistics Base, Albany. Chapter IV presents several alter- 
natives that may be considered other than 2xisting 
procedures. Both advantages and disadvantages of 2ach 
alternative are also presented. Chapter V provides a 
summary, conclusions and recommended changes tc the 
Nonconsumable Items Program procedures and netnods of 
manegement. The appendix contains definitions of siginifi- 


cant terms used in the text. 
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tI. SHE NONCONS UMABLE ITEMS 


—— <a 


ROGRA 


A. INTRODUCTION 


This cnapter describes the Nonconsumable Items Progran 
in order to previde a basis to evaluate and determine alter- 
native methods fcr financial management of nonconsumable 
items discussed in subsequent chapters. Included is a 
discussion of the background of the program, the financial 
Management concejft, appropriations invelved, the flow of 


funds, and budgeting requirements. 


Be. THE NONCONSU FABLE ITEMS PROGRAM 


ieeewnolesaile Resppnsibil2ties 


In February of 1974 the Joint Logistics Commanders 
(JLC) chartered a Nonconsumable Item Subgroup to eliminate 
unnecessary duplicaticn in the management and logistics 
support of nonconsumable items used by more than one services 
(multiused noncorsumable items). On 30 March 1974 the 
Deputy Secretary of Defense issued a memorandum to the 
Secretaries of tte Military Departments to continue the JLC 
cngoing effort bret +c observe the following guidance. 
{Ref. 1] 
1. All nonconsumable items used by more than one service 
would be identified and reviewed in order to deter- 
Mine the service that would be the material nanager. 
2. Assignment of the materiel manager would be weighted 
heavily ir favor of the service with the largest 
technical and depot maintenance capability supporting 
the item. 
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3. Assignment of materiel management responsibility 
would include computation of replacement and overhaul 
requirements; budgeting and funding; procurement: 
receipt storage and issue; depot maintenance: cata- 
loging and disposal. Piecemeal assignments of the 
functions would not be given to any service. 

The JLC ceveloped a two phase program which was 
approved by the Cffice of the Assistant Secretary of Defensa 
omeo rebruary 1975. Phase I of the program resulted in 
wholesale managerent responsibility of each nenconsumable 
item being assigred to a lead service. These activities ars 
referred to as Primary Inventory Control Activities (PICA). 
Under Phase I the functional responsibilities were linited 
to catalcg, proctrement, disposal and depot level mainte- 
hance authority. During Phase I each supported service 
continued +o manage wholesale stocks of nonconsumable items. 
The Marine Corps Logistics Base (MCLB) Albany, Georgia was 
designated the Primary Inventory Control Activity for items 
which the Marine Corps was assicned wholesale management 
responsibility. 

On 1 Octcber 1982 Phase II of the program was imple- 
mented which added additional responsibilities to each 
Primary Inventory Control Activity. These were the assign- 
ment of a single wholesale manager for seach depot repairable 
component and whclesale stock for all users. 

With the implementation of Phase II, Marine Corps 
Logistics Base Albany, as the Marine Corps Primary Inventory 
Con*=rol Activity, became the wholesale manager for approxi- 
mately 1990 depot repairable components. Of these about 
1720 are single service used, i.e. Marine Corps only, and 


270 are multiservice used. [( Ref. 2] 
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2. Retail Responsibilities 








Activities that perform the retail functions within 
the individual services are designated as Secondary 
Inventory Control Activities (SICA). Because Marine Conps 
Logistics Base, Albany is the Inventory Control Point ({ICP) 
for the Marine Ccrps, it is also designated as che only 
pemeudary Inventcrroy Control Activity for the Marine Corps. 
@oamamoecOndary Irventory Control Activity, Marine Corps 
Logistics Base, Albany manages approximately 4200 depcet 
repairable components. The wholesale manager (Primary 
maventOry Control] Activity) for about 2210 of these items is 
a service other than the Marine Corps. [{Ref. 2] The 
remaining 1990 are those identified above which Marine Corps 
Logistics Base, Albany is the Primary Inventory Control 


Activity and the only wholesale manager. 


C. FINANCIAL MANAGEMENT CONCEPT 


The financial management cf the Nonconsumable Itens 
Program is predicated on a fully reimbursable systen where 
all issues from FErimary Inventory Control Activity wholesale 
stocks to a Secordary Inventory Control Activity are billed 
at standard prices. The return of unsérviceable nenconsu- 
Mable items to Primary Inventory Control Activities from the 
Secondary Inventcry Control Activities is significant te tne 
operation of this concept. In this regard unserviceabie 
items may be cne of two conditions : repairaple or not 
repairable. Credit (refund) is allowed Secondary Inventcry 
Control Activities fer repairable unserviceable items 
returned to a Primary Inventory Activity when a funded 
requisition has reen submitted by a Secondary Inventory 
Mmemerol: ACtivity. The criteria fer issuing credit has rot 
been standardized among the Primary Inventory Control 


Activities. The Marine Corps intends to provide credit only 
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after the returned item has been inspected and its condition 
as repairable has been verified. ther Primary Inventory 
Momrrol Activities do not intend to inspect the items but 
merely issue a credit when an unserviceable item is 
received. [Ref. 3] The services have agreed on the criteria 
for the amount of credit to be provided to Secondary 
Inventory Cecntrol Activities. This agreement allows for a 
credit of 65% of the standard price allowed to Secondary 
Inventory Control Activities fer unserviceable repairable 
carcasses when a funded requisition has been submitted. 
{Ref. 4] 


D. MARINE CORPS APPROPRIATIONS 


The funding cf the Nonconsttnable Items Program within 
the Marine Corps invelves two appropriations: the 
Procurement Marire Ccrps appropriation and the Operations 
and Maintenance Marine Corps appropriation. 

The Procurement Marine Corps appropriation is a multi- 
year appropriaticn intended for funding of investment type 
items. Obligaticnal authority appropriated in any given 
year is available for that year and the subsequent two 
years. Repairable nenconsumabie items are considered 
investment items and as such their procurement, either 
wholesale or retail, is financed using Procurement Marine 
Corps appropriated funds. Funds requested to neet all 
requirements are subject to review at the Department of 
Defense, Office cf Managemant and Budge*+, and Congressional 
levels. Due to the annual appropriation process, budget 
reductions frequently occur. Therefore it is possible that 
sufficient funds are not always available to nee+ ail 


requirements. 
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The Procurement Marine Corps appropiation has a repro- 
gramming threshold of $5 million which can impact on the 
flexibility of meeting necessary requirements when the 
program is not fully funded. [Ref. 5] Specifically, if 
requirements in excess of $5 million occur after the appro- 
przation process, the only means of obtaining additional 
funds are througk supplemental appropriation requests that 
must be submittec to Congress. 

The Operatiors and Maintenance Marine Corps appropria- 
tion is used for financing the repair cf unserviceable 
nonconsumable components for return to ready for issue 


wholesale stocks. The Operations and Maintenance Marine 


ct 
2 iy 
(D 


Corps appropriation is an annual appropriation for which 
oblLigational authority is only available in the year in 


Which it is apprcpriated. 


Ee. FUNDS FLOW 


In the capacity cf both a Primary and Secondary 
Meaventory Control Activity, Marine Corps Logistics Base, 
Alnbany Orligates funds and expends funds, issues credits and 
receives funds. 


ieeeetemasy Inventory Control Activity 





As the Marine Corpnps Primary Inventory Control 
Activity, Marine Corps Logistics Base, Albany receives beth 
Procurement Marire Ccrps funds in the form of an ailotment 
and Operations and Maintenance Marine Corps funds as part of 
i*s operating budget from Headquarters Marine Corps. The 
Operations and Maintenance funds are used fcr repair of 
unserviceable norconsumable items by either industrial 
funded military activities or civilian contract services. 
The Procurement Warine Corps funds are expended for procure- 


ment of new and replacement items. Marine Corps Logistics 
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Base, Albany alsc expends Procurement Marine Corps funds 
when authorizing customer credits for returned items. These 
funds however, are maintained in a central allotment held at 
Headquarters Marine Corps. As a Primary Inventory Control 
Activity, Marine Corps Logistics Base, Albany also receives 
funds from customers in the form of funded requisitions and 
Military Interderartmental Purchase Requests (MIPR). 
Regardless of the scurce of these funds, they are credited 


to the Procuremert Marine Cecrps appropriation when received. 
2. secendery Inventory Control Activity 


As the Marine Corps Secondary Inventory Control 
Activity, Marine Corps Logistics Base, Albany receives 
Procurement Marire Ccrps funds in the form of an allctnent 
and expends these when requisitioning items from a Primary 
Mayentory Control Activity other than itself. Marine Corps 
Logistics Base, Albany receives credits to this same allot- 
ment when unserviceable assets are returned to other Primary 
Inventory Control Activities. There is no axchange of 
funds, either real or statistical, between the Primary and 
Secondary Inventcry Control Activity functions at the Marine 
Corps Logistics Ease, Albany. In other words, the Marines 
Me=ps Logis<ics Fase does not buy from itself. Figure 2.1 
shows the activities providing funds to and receiving funds 


from Marine Corps Logistics Base, Albany. 


Fe. BUDGETING 


Marine Corps Logistics, Base Albany is required zo 
submit Procuremert Marine Corps and Operations and 


Maintenance Marire Corps budgets to Headguarters Marine 


J 


Corps. As a Primary Inventory Control Activity, Marine 


Corps Logistics Fase, Albany must determine requirements for 
new items, estimate washout rates for all items managed, and 
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Figure 2. 1 FUNDS FLOW. 


determine the number of unserviceable repairabie items to be 
received in a given year. This is accomplished using 
projected requirements submitted by Secondary Inventory 
memerol Activities and a process called the stratification. 
The stratificaticn is a program that computes requirements 
considering such variables as historical usage, projected 
unserviceable returns, receipts from current replenshiment 
actions and other inventory data resident in existing files. 


Using the stratification information and user input, Marine 
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Corps Logistics Ease, Albany prepares that portion of the 
Procurement Marire Corps budget to support Primary Inventory 
Control Activity procurements. This includes the antici- 
pated credits to Seccndary Inventory Control Activities for 
unserviceable refairable returns. Combining the information 
from the stratification process and user requirements with 
average repair ccsts and contract repair requirements the 
Operations and Maintenance Marine Corps budget requirements 
to support the repair of unserviceable returns is developed 
for submission tc Headquarters Marin? Corps. 

The Procurement Marine Corps requirements to support the 
Secondary Inventcry Centrol Activity function are developed 
in a similiar manner as those for the Primary Inventroy 
Memeo) Activity. The major difference is that the antici- 
vated credits received from the return of unserviceable 
repairable returns must be considered and the total 


Procurement Marire Ccrps requirement reduced by that amount. 


Ge. SUMMARY 


This chapter describes nonconsumabis items and provides 
a general backgrcund of the Nonconsumable Item Progran 
development within the Department of Defense. Further, it 
contairs a description of the program as it applies to the 
Marine Ccrps and particularly Marine Corps Logistics Base, 
Albany, Georgia. The concept for financial managemen* of 
the program, the affected Marine Corps appropriations, the 
funds flow, and the budget process process have been 
described in order tc provide the necessary packground to 


evaluate the adequacy of the financial process. 
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A. INTRODUCTION 


This chapter describes various methods and procedures 
used for management of the Nonconsumable Items Program. The 
MescGription incltdes a review or the intended uses of the 
appropriations involved and how they are applied tothe 
Nonconsumable Items Program design within the Marine Corps. 

Frequently, existing appropriations, procedures, and 
systems are not designed to accommodate new programs, there- 
fore it is necessary to provide an evaluation of the new 
program within tte framework of existing procedures. In the 
case of the Nonccnsumable Items Program the appropriation 
structure was devised long before centralized management of 
wholesale nonconsumable items was proposed. Additionally, 
the interrelatiorship of the program, with agencies both 
internal and external to the Marine Corps, raises the gues- 
tion of should evaluation be an ongoing process to ensure 
that all element: of the system support the progran. 

This chapter first examines procedures used by . 

Primary Inventory Control Activities. This includes the 
funding of repair, the payment of credits to Secondary 
Invnetory Control Activities, and the appropriation rela- 
memenaps. Secondary Inventory Control Activity funding of 
procurement and the intent of the Appropriations is also 


examined. 


Be APPROPRIATIONS 


As discussed above the Nonconsumable Items Program 
within the Marine Corps involves the use of two appropria- 


tions, the Procurement Marine Corps and Operations and 
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Maintenance Marire Ccrps. In order to evaluate the prcaran 
itself it is first necessary to establish the purpose and 
intent ci these two appropriations. Yo de this the terms 
expense and investment must be defined because they are the 
key words to establish the purpose of each approoriation. 
The Navy Comptroller Manual provides the following defini- 
tions for expense and investment. [Ref. 6] 


“Expenses are costs of resources consumed in operatin 
and maintaining the Department of Defense"... this 

eee "includes expendabie See and maintenance, 
Maintenance refair overhaul and rework, assemblies 
Spares and repair parts which are rot fesignated 1p 
centralized incividual item management by an inventory 
@entreol pcint. " 


Investment is ..."costs of capital assets of the 
Department of Lefense" Defense"... this ... "includes 
all items of equipment including assemblies, spares and 
Eepalr parts wich are subject to centralized individual 
Management and ass¢t control by an inventory manager or 
meyentccry controi point"... and excludes items desig- 
nated for stock fund management." 


The Navy Comrtroller Manual also delineates *he purposes 
for which the Prccurement Marine Corps and Operations and 
Maintenance Marire CorpS appropriations arz to be used. The 
Manual states that the Operations and Maintenance appropria- 
tion is limited to funding support which meets expense 
criteria and the Procurement appropriation is to be used as 
necessary fer the precurement of investment items. 

Based on the definitions provided, nenconsumable items 
meet investment criteria and should be procured using the 
Procurement apprcpriation and the repair of these items is 
an expense that should be funded by the Operations and 


Maintenance apprcpriation. [{Ref. 6] 
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Cw. PROCUREMENT YERSUS REPAIR 


Knowing the intent and purpose of the appropriations 
does not necessarily clear the issue of whether the proce- 
dures used are acequate or appropriate. For instance, what 
the Secondary inventcry Control Activities buy from the 
Primary Inventory Control Activity is not very clearly 
defined. When a Secondary Inventory Control Activity sends 
a funded requisition or Military Interdepartmental 
Procurement Request (MIPR) to a Primary Inventory Control 
Activity and an tnserviceable item is not returned, it is 
clear that the secondary activity is procuring an investment 
item. In this lrstance the funds received by the primary 
activity should te credited to the procurement account <tc 
fund the replacement of the item issued or procure one if 
none are on hand. However, when the Secondary Inventory 
Control Activity returns an unserviceable repairable iten 
along with the tended requisition the issue is clouded 
somewhat. At issue is whether the Secondary Inventory 
Senmtrol Activity is paying for procurement. Currently the 
procedures call for all funds received by Marine Corps 
Logistics Base, Albany to be credited to the Procurement 
appropriation for: [Ref. 4] 

fc red:t return to Seccndary Inventory Control 
Activities after an unserviceable repairable carcass 
is returned, 
2. The balance of the funds after credit return will be 
used for frocurement. 
It can be argued that the Secondary Activities are buying a 
used item, similiar to buying a used car, and therefore this 
is appropriately an investment. On the other hand, it can 
be argued that the Secondary Inventory Control Activities 
are paying the cest cf repair and therefore the expenditure 


2S an expense. This latter positicn appears +o be the 
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intent cf the rogram and is supported by the following 
paragraph from Chapter 6 of Marine Corps Order P4410.228 
which discusses financial management of the Nenconsumable 
Items Program. [Ref. 1} 


"All serviceable nonconsumable items, issued by the PICA 
to the SICA will be on a reimbursable basis and will be 
billed at 100 percent of standard price. PO wes OGK 
replacement requisitions, the SICA will receive a Net 
Credit for the difference between the standard price and 
actual experienced repair cost for all unserviceable 
assets returnec to the PICA. When actual repair costs 
meen’ t avatlable, a percent credit will Fe allowed which 
reflects the PICA's dollar weighted average repair cost 
mor sICA items." 


From this it appears that to credit all funds received 
ky Marine Corps Logistics Base, Albany as a Primary 
Inventory Control Activity to the Procurement Marine Corps 
appropriation is inappropriate. In those instances where an 
unserviceable rerairable carcass is returned and a funded 
requisition has teen submitted, the Operations and 
Maintenance Marire Corps appropriation should be credited 
Since it is the expense appropriation that funds the repair 


of the items. 


De. CREDIT RETURNS TO SECONDARY ACTIVITIES 


As indicated previously all funds received by Marine 


Corps Logistics Fase, Albany from Secondary Inventory 





Control Activities are credited to the Procurment Marine 
Corps allotment. One designated purpose fcr this is to 
provide the funds from credits to Secondary Inventory 
Control Activities when unserviceable repairable items are 
returned. Funds received by Marine Corps Logistics Base, 
Albany are in fact credited to the procurement ailotment. 
However, credits are not issued from the same allotment. 
{Ref. 3] Current procedures require that credits to 


Secondary Inventcry Control Activities cite a procurement 
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allotment maintained at Headquarters Marine Corps. This 
prodedure was established because the allotment at 
Headquarters which receives credits from a variety of 
sources has sufficient continuous balance to insure “funds 
are always available to issue credits. [Ref. 3} Marine 
Corps Logistics Ease Albany has been assigned financial 
responsibility fcr program execution of the Nonconsumable 
items Program. {Ref. 4] Fragmentation of activities associ- 
ated with this réesponsibility may not be the most 


appropriate way to organize the program. 


Ee SECONDARY ACTIVITY PROCUREMENT VERSUS REPAIR 


Similiar questions can be raised of what is being 
purchased by Marine Corps Logistics Base, Albany's role as 
the Marine Corps Seccndary Inventory Control Activity. all 
requisitions subaitted to other service Primary Inventory 
Control Activities cite Procurement Marine Corps funds 
regardless of an unserviceable repairable carcass being 
returned or not. Again, the issue is whether the funds are 
supporting the ccst cf procurement or the cost of repair. 
Based on the samé argument used for the Primary Inventory 
Control Activity reimbursable policy, the conclusion is chat 
when an unserviceable item is returned, then the cost of 
repair is being funded. Thus, in these instances, the funds 
are to support ar expense not an investment and Oneration 
and Maintenance funds should be cited as opposed +o 


Procurement funds. 


F. ALBANY AS PRIMARY AND SECONDARY ACTIVITY 


When Marine Corps Logistics Base Albany functions as 
both the Primary and Secondary Inventory Control Activity a 
significant volume of transactions occurs. The previous 


chapter mentioneé that in this circumstance there would not 
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be any financial transactions since the Marine Corps would 
not charge itself fer items issued. Considering that the 
Marine Corps has but one Inventory Control Point and has 
highly centralized management of nonconsumable items, this 
arrangement is quite workable and minimizes the amount of 
financial transacticns required to manage the progran. 
[Ref. 5] Since all financial responsibility under this 
eeeengement occurs at the Primary Inventery Control Activity 
level, investment costs are borne by the Procurement 2ppro- 
priation. As lorg as *+he program is funded by the 
Procurement and Cperations and Maintenance appropriations, 
the current procedure seems a workable and efficient means 
for handling those items for which the Marine Corps is both 


the Primary and Secondary Inventory Control Activity. 


G. PROGRAB FLEXIBILITY 


A possible criticism of the current procedure is a lack 
of flexibility tc meet changing requirements. This is 
particularly evident if there is a sudden unplanned increase 
in the number of unserviceable repairable items being 
returned. Under the current procedure all revair require- 
ments are budgeted annuaily and submitted as part of the 
Operations and Maintenance Marine Corps budget. This 
requires +he estimation of the repair requirement as much as 
@ayear in advance. In the event that repair requirements 
significantly increase over the estimate there is no means 
to absorb this ccst cther than to reprogram within che 
Operations and Maintenance Marine Corps appropriation. This 
obviously reduces the funding avaible to other programs not 
associated with the Nonconsumable Items Program. Because 
funds received from Secondary Inventory Control Activity 
requisitions are credited to the Procurement Marine Corps 


appropriation they are not available to support the repair 
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requirement. Corsequently, the use of using customer 
revenues to fund repairs as intended is lost. [Ref. 1] 
Changes in procurement requirements can more easily be 
accommodated. Since requisitions are funded and credited to 
xhe Procurement appropriation funds, are more likely to be 


available for changes to investment requirements. 


H. SUMMARY 


This chapter has discussed the policies and procedures 
Peementcly in effect to carry out Marine Corps Logistics 
Base, Albany's financial nanagement responsibilities associ- 
ated with the Norconsumable Items Program. The basis fcr thea 
discussion is the purpose and intent of the avpropriations 
involved to include key terms that ralate +o the progran. 
The financing of the Frimary Inventory Control Activity 
function and the appliicabl2 appropriations were evaluated 
with particular émphasis on the type of requizement that is 
peing financed. The procedures for providing credits to 
Secondary Inventcry Control Activities was also discussed 
Beeethe Primary Inventory Control Activity function. The 
financing of repair versus investment for the Secondary 
Activity was reviewed. The role of Marine Corps Logistics 
Base, Albany as a Secondary Activity receiving support from 
itself as a Primery activity was also discussed. fFinaily, 
the flexibilty or lack thereofin the policies and precedures 


in effect for the Nonconsumable Items Program was addressed. 
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IV. ALTERNATIVE METHODS 


A. INTRODUCTION 


This chapter presents several alternativ2 nethods 
financing the Norconsumable Items Programs. Included in the 
discussicn of each alternative is the anticipated benefits 
to be derived and potential constraints and disadvantages 
that may be encorntered. The alternatives to be discus 
include: 

1. The establishment of a seperate appropriation specif- 
ically designed to accommodate the Nonconsumable 
Items Program. 

2. Stock Funding of the Noncorsumable Items Program. 

3. Include funding of repairables in the Procurement 
Mar2ne COLDS appropriation. 

4. Fund the Nonccnsumable Items Program from either the 
Procuremert or Operations and Maintenance Marine 
Senos appropriation, including the capability to 
transfer funds between appropliations. 

5. Apply funcs received to the appropriation dependent 
on whether an unserviceable repairable item is 
returned cr not. 

6. Do not change «he procedures and continue to manage 
+he financial aspects of the Nonconsumabie Item 


Program as currentiy outlined. 


B. A SEPARATE AEPROPRIATION 


Establishing 2 separat2 appropriation specifically 
designed to accomodate the Nonconsumable Items Program may 
be the most desirable and yet the least iikely alternative 


to realistically achieve. Benefits to be derived from this 
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approach are numérous. For instance, by establishing such 
Q@m appropriation simplicity is gained. All funds going in 
and disbursed frem Marine Corps Logistics Base, Albany for 
the Nonconsumableée Items Program would be in only cone appro- 
priation. Budgeting would involve only one appropriaticn 
where currently repair is budgeted in the Operations and 
Maintenance Marire Ccrps appropriaticn and investment 
requirements, such as washout rates, are included in the 
Procurement Marire Ccrps appropriation. 

When estabiishing a new appropriation the most desire- 
able method woulc be to establish a revolving fund as 
Sppesed =O an anrual appropriation. A revelving fund is 
established to finance a cycle of operations for which rein- 
bursement and collections are returned to the fund to 
Wemecain the principal or corpus of the fund. This would 
reduce the depencency on the Conqressiicnal process experi- 
enced by the non réevclving annuai and multiyear 
appropriations. Specifically, once the corpus is astab- 
lished recurring requirenents are reimbursed by the 
customers negating the need for annuzl congressional appro- 
priation action except to meet unusuel or exceptional 
expenses that may occur. Additionally, with the use of 
surcharges to surport cverhead costs such as inventory 
damage, loss, ancé obsolescence, the annual appropriation 
requirement is frrther reduced. 


Using a single appropriaticn enhances the financial 


Beeetpility of the program. Expenditures to support either 
repair cr procurement would not he affected by the avnplica- 
tion of the funds received from the customers. The managers 

Saco 


m 
ef the program weuld have the flexibility +o apply fund 
= b 


meet the most urcent customer requirements whether it 


through procurement of new items or repair of old. 
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Although several advantages exist: for establishing a new 
appropriation, it is purely a speculative proposal that may 
be very difficult to acheive if desired. First, the size of 
the Nonccnsumable Items Program may not, at this time, be 
sufficiently large to receive serious consideration at the 
Department of Defense, Office of Management and Budget and 
Congressional levels. Second, the establishemn+ of an addi- 
tional revolving fund and deletion of the items from the 
annual and multiyear appropriation may be viewed by Congress 
as ah attempt to subvert its prerogative and control in «he 
budgetary process. [Ref. 7] Therefore, the establishment of 
a separate approfriation may be the mos< efficient means for 
financing the Norconsumable Items Program, however “his 
approach may not be realistically achievabls in the near 
term. 


C. STOCK FUNDING 


Stock funding, like establishing a separate appropriae- 
tion has many advantages over the current two appropriation 
process. First, the stockfund approach offers greater flex- 
ibllity to the wtolesale management of the Nonconsumable 
Ttems Progqrém. Uniike the procurement appropriation which 
fieme5> Million threshcld on reprogramming authority, the 
Seockfund is free of this constraint. Thus the wholesale 
Manager obtains the flexibility to apply available resources 
to either procurement of new items or repair of unservice- 
able items and mcst efficiantly and effectively meet 
customer demand. 

mie stock £urd, aS a revolving fund, is le dependent 
on the annual apfropriation process. Because it maintains a 


corpus and relies on customer funded requistions to maintain 


itself, it has a continuous balance of funds. This is 
significant when events such as continuing Seas Ons occur 
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Mijeeh cestrict the available funds to other type appropria- 
ttons. The stock fund does rely on the budget process to 
meet unusual requirements such as war reserve reauirenents 
mies are held for contingency rather than sales to 
customers. However, this has mininal impact on the ongcing 
custcmer demand. 

Like the profosal to establish a single appropriation, 
Sresstock fund offers the simiplicity of using a single 
source to meet all requirements and a single budget precess 
requirement rather than for two 

separate appropriations. Unlike the single apvropriation 
alternative, it tas a Significant advantage in that a stock 
fund already exists in the Marine Corps. To use the stcck 
fund for the Nonconsumable Items Program would only require 
the shifting of these items between the approvoriations. Ths 
precedence for ttis has been se= with the Navy funding of 
depot level repairables in the Navy Stockfund. 

There are also disadvantages that apply *o the stock 
fund aiternative. This alternative would create a2 situation 
where the Marine Corps would be buying from itselr. In 
Order <c obtain items from the stock fund to support the 
Secondary Inventcry Control Activity requirements, Marine 


Corps Logistics Ease, Albany would to budge: funds in sither 


WD 


the Procurement Marine Coprs or Ovesrations and Maintenanc 
Marine Corps appropriations or both. Stock funding also 
gives rise to otter questions such as: would Marine Corps 
users continue tc get free issues from the Marine Corps 
Secondary Activity or would they pay for their requirement? 
Another potertial disadvantage is the current credit 

Goemecy Of 65% return to Secondary Inventory Control 
Activities when an unserviceable repairable item is 
received. Whenever the experienced repair cost wouid exceed 
the 35% of standard price, then a drain on the stock fund 


Beeps would occur. If this cccured frequently, the impact 
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would not oniy be deleterious to tne Nonconsumable I<ems 
Program, but to ali items managed by the stock fund because 
of the shrinking corpus. However, this could be avoided by 
applying administrative restrictions on the use cf oter than 
Nonconsumable Items Program revenues +o support the 
Nonconsumable Items Frogram. 


D. REPAIR FUNDING USING PROCUREMENT MARINE CORPS FUNDS 


Mye2ncluding the ability to fund repair within the 
Procurement Marire Ccrps apprcepriation some of the advan- 
tages associated with stock funding and a single 
appropriation aré gained. The simplicity of using only one 
appropriaticn for budgeting and execution is obtained. 
However, the same flexibility that exists in revolving funds 
is not realized with this alternative because the $5 million 
threshcld on reprogramming remains as lt is with the current 
design. Further this change would require legislative 
action. As Maloney indicates, *he avproval of such a change 
by the Office of the Secrsatary of Defense, Office of 
Management and Brdget, and the Conaress is highly specula- 
tive. kKepair costs are an expense, not investment, and 
previous efforts to include such costs in procurement aporo- 
priations have net been successful. Additionally, because 
the Procurement VMarine Corps appropriation is a multiyear 
appropriation that is submitted to Congress on an annual 
basis, the process iS moré susceptible tc the vageries of 


the legislative rfrocess than the use of a revolving fund. 


Ee APPLY CREDITS TO BOTH APPROPRIATIONS 


This alternative consists of two variations which ess¢n- 
tialiy accomplish the same purpose, that is, *o ultimately 
apply funds received from requisitioners *o the purpose for 
which they are intended, either expense or investment. Both 


30 





variations aliow for the continued use of the Procureméen- 
Marine Cotps and Operation and Maintenance Marine Corps 
meerepratzons fer financing the Nonconsumable Items 


Program. 


iiteamvardidcion calls for the application of funds 
received from a custemer to the Procurement or Operations 
and Maintenance appropriaticn, dependent on the return of a 
Eepairabie carcass. Specifically, if a Secondary Inventory 
Control Activity submits a funded requisition and a 
repairable carcass is not returned then the fund would he 
credited to the Erocurement appropriation. On the other 
hand if a repairable carcass was return2d the net 35% of 
standard price weiuld be credited to the Operations and 
Maintenance apprenriation. This procedure would align the 
application of ftnds with the intended purposes of the 
appropriations. ‘this altarnative requires the identifica- 
tion of requisitions to carcasses. This may not be as 
Simple as it appears, Since some complications do occur in 
this area. Currently, identification of returned carcasses 
to specific requistions is not always easily accomplished. 


(Ref. 8] Since scne cecmplications do occur in this area. 


Another variation of this same alternative is tc 
Conzinue to apply all funds into the Procurement appropria- 
tion and, when it is determined that a requisition with a 
repairable carcass is received, transfer the net 35% of 
standard price tc the Operaticns and Maintenance appropria- 
tion. This accomplishes the same objective of applying 
funds to investment and expense accounts as the intended 
purposes would irdicate. This could pessibly alleviace 


problems of tracking requisitions and carcasses since the 


31 





transfer would nct necessarily have to occur immediatsiv 


when funds are received. 


3. Disadvantages 


At least three distinct disadvantages are apparent 
Meenas alternative. First, in the case of the «transfer, 
legislative chance is required in order to obtain the capa- 
bility. Second, there is no real improvement in program 
Management flexibfility with either variation. Managers 
would not gain the opportunity to apply funds to «he nost 
critical needa. Funds would be specifically allocated <o 
either procuremert or repair. Third, both methods could be 
cumbersome to manage because or the additional requirements 
for segregation cf funds and tracking cf requisitions and 


BascaSSese 


FPF. PROCEDURES LEFT UNCHANG ED 


Mmoeweeth any list of aiternatives there is always the 
choice to not change. In this instance there are advantages 
to doing just that. First, the Nonconsumable Items Progran 
is new and little experience has been gained. Therefore, it 
might be wise to observe the existing procedures, obtain 
some historical data to determine areas that need improve- 
menzt, and then evaluate the need for change. Although the 
current procedures may be criticized because they do not 
necessarily adhere to the intended use of the appropriations 
involved, they are relatively simple and uncomplicated. 
Because credits are only applied to the Procurement Marine 


meEps appropriation, decisicn criteria are minimized. 
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G. SUMMARY 


This chapter has offered several alternatives to 
existing procedures for tne management of the Nonconsumablie 
Items Program. These alternatives vary from th2 estapdlish- 
ment of a new aprfropriation, to stock funding of the 
program. Included in the review of the alternatives isa 
discussion of the associated advantages and disadvantajes. 
In the succeeding chapter the alternatives are be evaluated 


and recommendaticns are presented. 
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V. SUMMAEY, CONCLUSION 


A. SUMMARY 


This thesis has vorovided an analysis and description of 
the financial maragement of the Nonconsumable Items Progzran 
aS it applies to Marine Corps LOgGistics Base, Albany. 
Georgia. Included are both the Primary and Secondary 
iwencory Ccntrol Activity functions. 

Chapter II provided a general overview of the 
Nonconsumalb Itmes Program as it currently exists. Both the 
wholesale and retail responsibilities were discussed. The 
concept for finaicial management as a reimbursable system 
was presented. The billing process and the return of unser- 
vViceable repairakle items for credits from Secondary 
Inventory Control Activities was described. The use of the 
Procurement Marire Corps and Operations and Maintenance 
Marine Corps appxoprietions for financing the Nonconsunable 
Items Program was established. The funding process and «he 
budgetary process; were also discussed. 

G@iepter TIE contains 2a description of the existing 
procedures that are used to finance the Nonconsumable Items 
Peormram Within @£re Marine Corps. First, a discussion of <he 
appropriations, including the distinction petween investment 
and expense criteria is oresented. This is followed by a 
comparison and evaluation of the intent to orecure and 
repair items, and how the appropriations apply to 
Nonconsumable Items Program. The procedures and concepts 
applied to credits and their conceptual application are 
discussed, followed by a discussion of repair and precure- 
ment as «they relate to the Nonconsumable Items Program. 


Finally, Marine Corps Logistics Base, Albany's role as a 
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Primary and Secondary Inventory Activity is presented 
followed by a brief discussion of the progran. 

Chapter IV provides ssveral financial management alter- 
native procedures for managing the Nonconsumabie Items 
Program. These range from establishing a Single appropria- 
meeneand stockfurding to nd* changing exis*ing vrocedures. 
Included with each alternative are the associated advantages 


and disadvantages. 


Be. CONCLUSIONS 


1. Program flexibility can be improved 


Gimmompieyeeilt<ele flexapidicy exists ©o allow progran 
managers to exercise procurement or repair options as 
required. The repair funds are strictly tied to the budget 
process while precurement is influenced by the credit 
process and budget process. There is the possibility that 
funds could be available in the Procurement appropriation 
and not the Operations and Maintenance appropriation. 

Repair could be @2 more economical alternative to pursue «hart 
the manager is urable to pursue if funds are only available 
in the Procuremert Marine Corps appropriation. manager is 


unable tc pursue. 
Zen More Simplicity can be achieved 


The use cf two appropriations unnecessarily compli- 
cates the execution cf the program. The program currently 
necessitates the budgeting cf requirements in two seperate 
appropriations. This necessitates twice the amount of 
review and increases the likelihood of elements of the 
program to be recuced or eliminated in the process. 
Accounting is spread between two appropriations as well, 
which does not ircrease the number of transactions, buz does 


increase *he numter of accounts to be managed. 
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Currently the issuance of credits by Marine Corps 
Logistics Base, Albany as 2 Primary Inventory Control 
Activity to Secordary Inventory Control Activities cites an 
allotment held by Headquarters Marine Corps and Albany. ‘The 
organization given responsibility for program management 
should control ard be accountable for the associated func- 
tions and activities necessary to carry out the progran. 
(Ref. 9] 


All credits are received by the Procurement Martine 


Corps appropriation whether or not the carcasses are 


if} 


returned by the Secondary Inventory Control Activities. : 
indicated in Charter III it was clearly intended that 


Secondary Inventcry Control Activities to fund repair c 


* 


cs 
when an unserviceable repairable item 1s returned. In tkis 
instance the credit should be applied to the Operatio 


Maintenance Marire Ccrps appropriation. 


C. RECOMMENDATICNS 


The recommencaticns that follow are presented in 
descending order. This does not necessarily indicate that 


the recommendaticns that are the most desirable are easily 


O 
©) 
55 

t 


implemented. Corversely, for that reason, the latter re 
mendations may nct be the most desireable, however may be 


realistically implemented. 
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73 


ie) Use a Sargie appropriczion 


This reccmmendation can be accomplished in two ways. 
First, by the establishment of a new appropriation that 
specifically meets the needs of the Nonconsumable I+ens 
Program. This oytion is probably not realistically achiev- 
able because of rfolitical constraints and it would require 
Significant systems changes. [Ref. 10] 

The second option for a single appropriation is to 
stock fund the Nenconsumabdie Items Program. Chapter IV 
presented several] advantages for this option, the most 
Significant beinc the simolicity and flexibility it offers 
for the program manager. This cption is aiso attainable and 


can be accommodated in existing and developing systems. 


If he Procurement and Operations and Maintenance 
Marine Corps appropriations are going to continue to be used 
for financing the Nenconsumable Items Program then «he 
credits should be applied based on whether the customer is 
paying for repair or is investing in ptocurement of new 


meets « 


In concert with the previous recommendation Mazine 
Corps Legistics Ease, Albany as a Secondary Inventory 
Control Activity should use the Operations and Maintenance 
BppEopriation for the funding of repair when returning 
unserviceable repairable items to a Primary Inventory 


Senet rol Activity of another service. 


St 





All manacement functions should be accomplished by 


the designated program manager. This should include the 


management of credits to other activities. 


BD. PREFERRED OPTION 


The stock furd is the recommended alternative, becaus2 
of the simplicity and flexibility that can be achieved using 
the stock fund, and its existence within the current appro- 
priation structure. The stockfund alternative enables the 
consolidation of all functions at Albany. Associated disad- 
vantages like the potential negative impact on other 
stockfund managec items can be dealt with by internal adnin- 


Mmemrmatsvye restricticns. 
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APPENDIX A 
DEF INITIONS 


Allotment. In the Department of the Navy an allotment 
is defined as an authorization granted, within and pursuant 
fmeman allocation or suballocation, #5 an office, bureau, 
command, Headquarters Marine Corps, naval command, activiz 
Seecomponent of cperating forces for the purpose of incur- 
ma, commitments, obligations, and expenditures within a 
specified amount pursuant to the purpose for which the 
allotment was grénted and in accordance with instructions 
issued by the administering office. [Ref. 11] 

menual APPrOETIation. An appropriation which is avai- 
lable for incurring obligations only during one fiscal year 
eecitzec in the appropriation act. [Ref. 11] 

montinuing Resolution. The intent of the continuing 
resoluticn is to provide funds to maintain operations ata 
Minimum rate necessary fer the orderly continuation of 
activities until regular appropriations are enacted. The 
appropriation language normally provides for amounts as may 
ke necessary to continue operations in support of projects 
Semactiv.ties Which were conducted in the preceding fiscal 
ema at a rate cf obligaticn not in excess of the previous 
ema Ss rate, or the rate provided for in the Presidents 
bu@get whichever is the lower of more restrictive. [Ref. 6] 

mepensem: An expense is ab Stem which cont=zjoutes tc the 
Slmerent Support cf an activity. Expenses include labor 
costs (military es well as civilian), materials consumed in 
use, and services received by the activity which relate to 
*+s on going operations. Material is considered an expense 
when it is consured upon issue to the final user or issued 
mombe  SLOrely coOrsumed <hereafter. The rollowing specific 


items of material will be treated as expenses: 
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ieee End items of equinmen+ of less than $3000.00 unit 
value over which an inventory control point does not 
Maintain centralized individual item management. 

2. Nonrepairable spares and repair parts. 

3. Assemblies, spares and repair parts which, although 
repairable , are not centrally managed recoverable 
items, anc are not designated as reparable by central 
inventory managers. 

tee rood, clothing, and POL items. 

bee All itmes issued from’workirg capital inventories to 
+*he point of farthest transfer or mcst likely end 
use. 

Other items to be treated as expenses are costs of 
maintenance, repair, overhaul or rework of investment items, 
services received from others (provided that costs of tha 
service can be measured feasibly anc with reasonable accu- 
racy) and rental payments for lsased equipment ard 
facilities on leéeses initiated by Bevartmert of Defense 
activities. [Ref. 6] 


. a 


Investment. Investment costs are those associated with 
the acquisition cf equipment and real voroperty. Such costs 
ave rise to long-lived assets from which Eenefits accrue to 
DoD activities over a long period of *+ime, and which there- 
fore should not te charged as a Single year cperation 
expense. The fcliowing =ypes of 2xpenditures are 
investments: 

1. Major end items of equipment. 

2. Other end items of equipment excluding those of less 
than $3000.00 unit value which are not centrally 
managed by individual item. 

3. Centrally managed r2pairabie assemblies, spares and 
repair parts. 

feepeenatmucc ion (including cost 9£f the land and rights). 
[ Ref. 6] 
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Mine COLPSestock Fund. TnesMarine Corps Stock Fund is 
characterized as a working capital fund. One of séveral of 
the Department of Defense, it consists of the unexpended 
balance of cash cn deposit in tne Treasury, stocks of 
supplies, materials and equipment, and all other assets 
Pemeaining ~“O Of acquired in the £znancing of such stocks, 
subject to all liabilities incurred in connection with such 
financing. The Marine Corps Stock Fund holds in suspens2 
the costs of consumable material from the time the material 
is acquired until it is issued for use. Its vaiue as a 
management and financing technique is apparent in its rela- 
tionship to the eccrued ¢xpense accounting system employed 
in the Operation and Maintanance, Marine Corps appropria- 
eon. The fund finances the procurement of consumable 
materials, minor items of equipment, and parts and compo- 
hen=s used in the manufacture and rebuild of end items of 
Eqiupment. Inventories include electronic parts, engineer 
material and parts, general property, ciothing and <~extiles, 
feet <Clansport farts, ordnance parts, subsistence, and 
meet. f[Reft. 12] 

Pie ple rear Appropriation. AR appropriation waich is 
muemeiable fer incurring obligations for a definite period in 
excess of one fiscal year. [{Ref. 6] 

Procurement, Marine Corps. The Orocurement, Marine 
Sees eppropriation provides obligation authority for 
procurement of equipment that 1s considered +o be of an 
investment nature, as distinguished from expense-type items. 
The appropriatior prevides funds +o procure major items of 
combat and commercial equipment, munitions, and end items of 
equipment which reet the investment cost criteria. It also 
provides funds fcr support of initial outfitting spares 
requirements and life cycle replenishment of depot level 


tepairakle spares washout. [{Ref. 12] 
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Operating Budget. The operating budget under the 


iS 
concept consists of an approved operating plan which is the 
basis of authorization and financial control of resourc 
available for the execution of program or programs at ¢ 
indicated organizational or command level. [Ref. 6] 

Operation and Maintenance Appropriations. The appropri- 
ation for operation and maintenance includes officer and 
troop training, recruiting, and funds for such diverse func- 
tions as administraticn; operation of the supply system; 
maintenance of material; medical and dental care; personnel 
support activities such messes, barracks, BOQ's, service 
clubs, commissaries, etc.; maintenance and repair of real 
property; operation and purchase of utilities; minor 
construction; encineering support; and other base services, 
Suen as MOTCr transpcrt, communications, security, etc. 
(Ref. 12] 

Revolving Furd. A revolving fund is a fund estapdlished 
to finance a cycle of operations to which reimbursements anid 
collections are returned for reuse in such a manner as to 
maintain the prircipal of the fund; for example, ican funds 
and working capital funds such as stock funds and industrial 
funds. The capitai amount of a fund may be in the form of 


cash, inventory, receivaoles, or other assets. [Ref. 11] 
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